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P.0O. Box 2946101, Moncks Comer, South Carolina 29461-2901 843/761-7007

Facsimile Communication

DATE: May 11, 2005

TO: Mike Couick 803/212-6606

FROM: James E. Brogdon, Jr., Senior Vice President and General Counsel
Phone: 843/761-7007

Fax Number: 843/761-7037

SENDING: 8 Pages (Including cover)

Attached is the information from S&P that you requested.
Jim i
JEBjrkays

Attachments

CONFIDENTIAL NOTICE; The information cantalned in this facsimils message may ba attomey privileged and confidantial informatianand |8 intended anly forthe usa
of the indiidyal or entity named above, (f the reader of this message s not ths intended racipient, or the employes or agent responsitie to dellver it to the intended
reciplant, you are heraby notified that any dissaminstion, disidbutien or copying of this communication is strictly prohibited. If you have recafved this cammunication i
errer, please iImmedialely notify us by telephons, and rtum the original message to us a1 the abova sddress via the L5, Fostal Sarvica. Thank you.



MEY-11-2005 165:42 FROM: SANTEE COCPER/EXEC 1843761 TE3T TO:9 212 E&A P.278
212 438 4154 F.UUZ

MAY-11-2005 15!26 Stp
Nikas, Dimitri
=TT e —=rrmeas T e e e e
From: ' guermy@screantight.com
Sent: Tuesday, April 18, 2005 10112 PM
To: david_bedekfsandp.com; suzanne_smith@sandp.com; dimitr_nikzs@sandp.com
Ce: guery@scrgentight com
Subject: [Fwd: Analysis of Impact of Senate 573]
5
5. ; R A
Dear David,Suzanne &Dimitri,

Thank you for taking time to meet with me last week a2 Wampee. |
appreciate your perspective and feel as though our conversation
enhancad my understanding of your role at Santee Cooper. [ feel I
am obligated to update you on the pending legislative matters
regarding Santee Cooper. The Senate passed a bill this merning
that I believe if 1t becomes |aw will fundamentally change the
Santee Cooper Board's responsibilitics and obligations. The bill in
my opinion is worse than we deseribed last Tuesday, As
chairman, Iwill be forced to shifi my aliegiance from n the citizens of
note ma tee Cooper will begin the
process of renegotiating our contrect m:%cn’ml__;‘%ﬂm—
“change of emphasis from the shareholder o the customer, the co-
ops will have enough leverage to literally write their own contract.
We have relayed a message to key Senators that the customer
emphasis will draw your attention but not result in a down grade. I
am asking you to read the following mmalysis to deside if your view
remains the same. Your input is crucial The proposed legislation
could become law within days. Iam worried and concerned for the
future financial security of Santee Cogper. Please share your
thoughts, Sincerely, Guerry Green, Chairman of the Santee
Cooper Bozrd of Directors

> From: "Munson, Keith" <KMunson@wesr.corn>

> Date: 2005/04/19 Tue PM 08:24:48 CDT

> To: "Carlk Falk" <carl. falk@falk-griffinfoundation.org>,

> "Clarence Davis (E-mail\)" <cxd@nmrs.com>, "G. Dial
DuBosc \(E-mail\)"

> <dialdubose@nallcyproperties.com™>, "Guerry E. Green \(E-
mail)"

> <guerryl@screentight com>, "John Molnar” <
jtmol@sngiobal net>,

> "Lonnic Carter" <Incarter@santsecooper.com=, "Richard H.

Coen \(E-mail\)"

> <reoen(@coencapital.com™, "James Brogdon \(E-mail\)”

> <Jebrogdo@santeecooper.com™

> Subject: Analysis of Impact of Senste 573

-

> Please see Confidentiality Notice before reading email.
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=
» Arached {s my analysis of the impacl of the provisions in Senate
Bill 573. Feel free to share them with anyone,

=

> Lonnie: you might wapt to send to Wall Street since they have
not had an opportumity to study the impact of the bill - this might
give them a head start. If anyone does any analysis, I would

appreciale a copy.
=

> Lonnie; Thank you for getting the video tape of the Senate
debate from Yesterday (the 18th). Pleass have an extra copy
made as ] am sure ] will want to take a copy with me after the

meeting on Friday.
=
> Thanks, KEITH

>
> Keith D. Munson

> Womble Carlyle Sandridge & Rice, PLLC

> Poinsett Plaza, Suite 700

> 104 S. Main Street

> Greenville, South Carolina 29601

> 864.255.5412 (Direct)

> 864,255.5480 (Fax)

> kmunson(@wesr.com

> WWW.WEST.Com

=

>

=

- RO R ke R R e N R R R A ey R SRR R

> CONFIDENTIALITY NOTICE: This electronic mail transymission

_hasbeen

> sent by a lawyer, It may contain infarmation that is confidential,
> privileged, proprietary, er atherwise legally exempt from
> disclosure. If you are not the intended recipient, you are hereby
> notified that you are not authorized to read, print, retain, copy
> or disseminate this message, any part of it, or any attachments.
> If you have received this message In error, pleasc delets this
> message and any agachments from your system without reading
the
> content and notify the sender immediately of the inadvertent
> transmission. There is no intent on the part of the sender to
waive
> any privilege, including the attorney-client privilege, that may
> attach to this commumicstion. Thank you for your cooperation.
=
>
>
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Research: PR !

Summary: South Carolina Pub Svec Auth; Utility, CP; Utility,
Wholesale Electric

Publication date: 03-May-2005

Primary CredIt Analyst(s): Dimitri Nikas, New York (1) 212-438-7807: dimitri_nikas@standardandpoors.com
Secondary Credit Analyst{s): David Badek, New York (1) 212-438-T869; david_bodek@standardandpocrs.com
Credit Profile

AFFIRMED

$2.089,964 bil. South Carelina Pub Svec Auth AA-

$197.720 mil. South Carolina Pub Svc Auth (FSA) AAA/AA-(SPUR)

$30.455 mil. South Caralina Pub Sve Auth prior oblig AnA

$587.749 mil. Seuth Carolina Pub Sve Auth rev ablig (AMBAC) AAAJAA-(SPUR)
$123.000 mil. South Carolina Pub Sve Auth rev ablig (Taxable) AAA/AA-(SPUR)
$281.140 mil. South Carolina Pub Svc Auth rev oblig 2002 tax-

exempt ser B due 01/01/2008-2010 2012-2019 2032 2033

2036 2037 AAAIAA-(SPUR)
$91.775 mil. South Carolina Pub Sve Auth rev ablig 2002

taxable ser C due 01/01/2005-2008 ALAIAL(SPUR)
$374.125 mil. South Carolina Pub Svc Auth rev oblig ridg bnds

ser 2002 D dtd 10/22/2002 due 01/01/2008-2021 AALIAA(SPUR)
$108.035 mil. South Carolina Pub Svc Auth rev oblig rfdg ser

2002 A dtd 04/03/2002 due 01/01/2005-2021 AAAAA-(SPUR)
$197.000 mil, South Carolina Pub Sve Auth rev oblig tax-

exempt AAARA-(SPUR)

$214.555 mil. South Carolina Pub Sve Auth rev ridg bnds ser
1997 A dtd 08/01/1987 due 01/01/1998-2000 2004 2005 2009-
2013 2017 2019 2027 2032 ASAIAASPUR)

$26.815 mil. South Carolina Pub Svc Auth rey rfdg bnds ser
1998 B dtd 09/01/1998 due 01/01/1999-2011 2013 2018 2025 AAAAA{SPUR)

OUTLOOK: NEGATIVE

AFFIRMED
$250.000 mil. South Carolina Pub Sve Auth comm ppr prog A-1+

OQUTLOOK: NEGATIVE

H Rationale
Standard & Poor's Ratings Services affirmed its 'AA-' ratings on the South Carolina Public Service
Autherity's (Santee Cooper) bonds and revised the outlook o negaii e outlook revision

reflects Standard & Poor's concemns emanating from the fikely passage of pending legislation, which
would alter the makeup of Santee Cooper's board of directors, providing four seats to directors whose
interests would likely be aligned with Santee Coaper's electric mnpmmmmﬁa
director whose inferests would be aligned with Santee Cooper's large Industrial customers. T

Standard & Poor's is concemed that a move from today's board composition, which consists of 2 more
independent representation from each of the state’s congressional districts, to 2 board comprised of
stakeholders with interests that may be adverse to Santee Cooper’s interests—particularly in the araa of
ratemaking and associated financial performance—could permit these parties to advance their interests
lo the detrimant of Santee Cooper's financial profile. These concems become even mare significant in
the current environment of increasing fuel costs as well as in light of Santee Cooper's need to add debt
to finance the construction of more than 1,000 MW of generation capacity additions and other projects
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over the next few years. At the same time, the pending legislation indudes items that could provide
suppart 1o credit quality, including a ceiling on annual contributions to the state. Other provisions of the
proposed |egislation are, on balanca, neutral to cradit guality.

The ratings on Santee Cooper reflact the following strengths:

= A sftrong competitive position characterized oy substantial coal-fired generation (53% of total
capacity; 75% of total energy) that provides for compefitive wholesale rates to customers and
lack of restructuring efforts, mitigating competitive pressuras,

e Long-term contracts with wholesale and industrial customers that provide considerable stability
to revenues and cash flow.

+ Ability to recover fuel and demand charges dynamically, which allay price and commadity riskc.

= Alarge, growing, and diverse customer base covering most of the state of South Carolina and
encompassing same of the fastest-growing areas, especially along the coastiine, that has
demonstrated growth in excess of 2.0% annually ever the past few years.

e Management's proactive efforts to prudently and efficiently increase and diversify owned
generation capacity while maintaining adequate reserve margins.

These strengths are offset by the following challenges:

= The likely passage of proposed legisiation that would alter the makeup of Santee Cooper's board
through representation of cooperstive and industrial customer interests and could potentally
influence Santee Cooper's rates 1o the detriment of e utility's financial profile.

= Despite efforts to diversify generation rasources, Santes Cooper's significant and continued
raliance on coal-fired ganerstion is expected to lead to modestly higher average wholesale mates
over the short term, reflecting the effect of increased coal prices. Although the authority is able to
recover all fuel-related cost variations, thereby preserving the strang levels of debt servica
coverage. there s some concem about the affect of protracted high electricity prices on the
authority's industrial customers, the top 10 of which contribute about 23% of total revenues.,

= Tha financing resolution dascribing the ravenue obligations has relatively flexible legal
covenants, including no additional bonds test and no debt service reserve requirements.
However, the utility's two senior obligations have closed liens and all new monay must be issued
under the revenue obligation resolution.

= A measure of custamer concentration and industrial exposure (28% of revenues, 32% of salas).

Santee Coaper has a strong business position of ‘3" (business profiles are categorized from '1* (strong)
to "10' (weak)), reflecting the implicit regulatory support, fast growing markets, efficient operations,
strong compatitive positicn, and preactive management. The strong business position is complemented
by solid financial profile with adeguate debt service coverage, strang liquidity, financial flexibility to mest
working capital needs, and disciplined growth strategles that do net adversely affect financial
performanca,

In an effort to address consistently growing demand, Santee Cooper is axpanding the existing two-unit
Cross generating station by 580 MW to be completad in 2007, and a further 580 MV ta ke completad in
2008. The recent increass in coal prices provides some cancem, as it may lead lo modestly. higher
avarage wholesale rates over the short term, reflecting Santee Cooper's material reliancs on coal-fired
generation. An additional concem is that coal supplies on hand are down to about 20 days from their
historical average of about 45 days, in pan reflecting the effect of transportation challenges by local
camriers as well as the increased demand for coal in an environment of dediining preduction. Santee
Cooper expects that supplies on hand will reach about 40 days by year-end 2005. Santee Cooper
procures coal supplies on its own and relies on The Energy Authority to procure the necessary gas
supplies for the gas-fired Rainaey station.

The current revenue obligation resolution requires no financial test for parity debt and places greater
emphasis en management's continuation of its disciplined financial pelicy to maintain strong financlal
ratios in order to svoid a severs dilution of debt coverage. While no debt sarvice reserves are required
under tha revenue obligation resclution, the existing debt service raserves of six months of accrued
interest will be maintained on the outstanding revenue bond abligations. Also, the capital improvement
fund is replenished annually to a funding level averaging 8% of revenues during the past three fiscal
years,

hitp://www ratingsdirect.com/Apps/RD/controller/ Article?id=437756 &type=&outpurType=print&from= 5/16/2005
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The utility's financial profile remains strong and is characterized by funds from operations coverage of
debt service of 1.95x in 2004, Equity to assets has remained adequate at aboyt 28%, while short-term
debt to total debt is modest at about §.4%. Even though total debt, including current maturities and
commercial paper (GP), has increased to about $3.038 billion at year-gnd 2004, debt per kilowatt of
owned capacily continues to remain modest at about $663 but has inereased from $820 in 2003,

Short-term credit factors
Santee Cooper's short-term rating is 'A-1+, largely based on the authority's debt rating and reflecting
a strang financial profile combined with adequate liquidity, the ability to fund intemally a material
portion of angoing capital spending, and the expectation that the electric operations will continue to
generate stable cash flow, in part aided by the ability fo recover power cost variations in rates
without [ag. The security for the CP Is provided by the authority's net revenues and is subordinate to
the original bonds, revenue bonds, revenue abligations, and any lease payments,

Liquidity is adequate with 71 days of cash an hand (excluding availability under the CP program)
during 2004, When combined with the autharized $450 million CP program, liquidity should be
sufficient to meat upcoming debt maturities and capital spanding needs. While Santes Cooper is
authorized to issue up to $500 million in CP, the autharity has covenants fo issue anly up to $450
millien and consequentiy has a $450 million cradit facility to provide liquidity. The credit facility is for
three years and matures In October 2007.

Debt service for 2004 was about $240 million befare rising to about $300 million by 2007 and
remaining fiat after that. Financial management is conservative as demoristrated by the utility's
abillty 1o manage capital axpenditures while at the same 4ma malintzining a vary stable financial
profile.

H Outlook
The negative outleok on Santee Coo ating from th e of
Iegisiation that would alter the Fﬁmm to
dIr=CioTS With cooperatve experiancs aNd one seal Io a direcior with Jarge customer expenence, Under
SUCH a board STICKUFS, TRE GOCB Cafers on 16 FOTeMTHT Tor Senes Coopar IEPae b T

rates and, in turn, financial metrics, to advanca their interests to the detriment of Santes Cooper's
E’ﬂlﬂ@%‘shculd this scanario materialize, the ratings could be lowered, However, the outloak
could be revised to stable if the new board demonstrates that it will act in the best interasts of Santes

Cooper, preserving the utility's strong business and fnancial pmﬁiis_.

Complete ratings information is available 1o subscribers of RatingsDirect, Standard & Poor's Web-
based credit analysis system, at www.ratingsdirect.com. All ratings affected by this rating action can be
found on Standard & Poor’s public Web site at www.standardandpoors.com; under Credit Ratings in the
left navigation bar, select Find a Rating, then Credit Ratings Search,
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From: "Richard Coen" <rcoeni@coencapital.com>
To! <guerry@screentight.com>
Ce: <Incarier@santeecocper.com>; <bmeccall@santescooper.com=; <egpeters@santeecooper.com=;

<dizidubose@nalleyproperties.com™>; sjcland@sc.m.com>; <carl.falk@falk-gnffinfoundation.org>:
"Clarence Davis (CXD@nmrs.cem)" <clarence.davis@nalsonmullins.com=:
<drsanders1@charter.net>; <jtmol@atiglobal.net>; <kmunson@wecsr.com>; <pallen@sc.mm.com=>;
<paul.campbell@alcoa.com>; <rccen@coencapital.com=>

Sent: Monday, March 14, 2005 3;18 PM

Subject: San Diego-Tuesday Dinner

Fellow Board Members,

e had 3 inper 3t Greystons Steak House with several members of the co-ops. After dinner we
were walking home and ran into Paul Mushedel. He warks for JP Margan and interestingly enough they were one
of The paricipants in the Santee Cooper RFF by the governars office. Paul was with Alan Sgen with Fitch
Ratings. Lonnie told me that Alan was one of the principals that issued the potential "downgrading” for Santee
Cooper. We had a long conversation regarding that rating and that apinion. In retrospect, it was probably fair
given the circumstancas and unceriainties from the investors perspective and based on the information that they
had. Howewver, | askad Alan to please contact management and members of the Board of Directers, primarily the
chairman, before they issus any more opinions. | expressed confidence that Santee Cooper's Bond Ratings
should stay positive given the recent refunding as a resuilt of managements good efforis. Alan offerad that the
ratings and opiniens have litile to do with bond refunding. | told him that we fesl the ratings are the basis for
public opinion and formulate the investors opinion of value and risk regardless of whether it is a refunding or a
new issue. Perception is reality in the financizl worid and any opinion of possible, potentiai or actual down ratings
effects Santee Cooper. We had very geod conversations and it is clear that Fitch Ratings knew exactly what they
wera doing and those were turbulent imes. Hopefully, Fitch will take another [ook at Santee Cooper, it's current
Board of Directars, it's current management and their agenda and issue a more pasitive apinion for the future of
Santee Coocper to the investment community.

| explained to Alan that the main purpose for our traveling to San Diego was to angage the electric
cooperatives and try and rebuild the relationships had been lost as a result of misinformation, uncertainty and
confusicn. | alsa tried to express that the governor's decision to remove the past chairman was in no way political
but rather a response to requests by a majonty of the board members in an effort to build consensus and improve
Santee Cooger. | was not critical of individuals or policies of the gast Nowever, | was clear on my optimism under
the new regime. The diversity of our board and respect that we have for each other's backgrounds, experience
and integrity will be good for Santee Cooper as we move forward.

| hope that the coops feel that we have made some significant progress. If you have a chance please call Alan
Spen at Fitch Ratings and discuss your opinion of the current state of affairs with him. They base their apinions ~
on what they hear and responses to questions that they have. One interasting fact is that one of Alan's partners
that was walking on the sidewalk mentioned to Paul (JP Morgan) that he knew exactly what he was doing when
he issued the last oginion. Clearly they were aware of the implications of their opinion and how it could be used
against the current Board and Santee Cooper. They awe us another look and a fresh opinicn based on tha
currant facts. Itis unfortunate that they did not consult Lannie ar any of the Board members prior to the last
oginion. Our relationship with Wall Street is critical and it will either be used for us or against us 35 we move
forward., They are searching for information and answers and the Beard and management should communicate
openly to promote Santee Cocper for the benafit for the state and cur customers.

We enjoyed sesing everyone and look forward to seeing you at the next Board meeting.
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Regards,
RHC




